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KEY ECONOMIC INDICATORS: _COLOMBIA 


All values in millions of U.S. $ unless otherwise stated 


ITEM 


% Change %*Change 
INCOME, PRODUCTION, EMPLOYMENT 1976 1977 1976/77 1975/76 


GNP at current prices 14,392.2P 16,572.15 4 
GNP at constant prices 9,410.6P 9,881.1E 4.5 
Per Capita GNP, current prices (dols) 590 P 663 E 
Commodity Production (0900's of units) 

Coffee (60 kilo bags) (Coffee Year) 9.300 9.800 

Crude Oil (barrels) 53,376 50,222 

Cement (metric tons) 3,042 3,400 P 

Steel (metric tons) 252 209 


Indices (1970 = 100) 
Production 390.7 472.6 
Employment 122.0 124.2 
Avg. Labor Productivity 320.2 380.5 
Avg. Real Industrial Wage 3369 83.2 
Unemployment Rate 4 cities (year end) 9.2% 8.0% 
Unemployment Rate 7 cities (Jan-Sept) 10.4% 9.4% 


MONEY & PRICES (Mil. Pesos) 


Money Supply 794530 103,439 
Public Debt Outstanding (Mil.dols.) 353L5 37000. © 
External Debt (inc Govt Guarant'd) 2,642 R 2,331 P 
Interest Rate, Central Bank 16% 16% 
Interest Rate, Commercial Bank 18-28% 18-283 
Six Mos. Tax Deferral Bond (PAS) 
(Avg. Bid) 33.9 32.4 


Price Indices: (1970 = 100) 
Worker Consumer 321...0 402.1 
Wholesale 395.4 471.6 
Dollar Exchange Rate 36.34 Dic 37.96 


BALANCE OF PAYMENTS AND TRADE 


Gross Reserves Lave. 0 1,837; 
Balance of Trade 135.0 323% 
Exports, Registration* Lsi¢oet Zp anes 
Coffee 996.0 LgoLes 
Exports to U.S. SLi sad 640. 
Import Registrations 1,990.7 2,665.8 - 
Imports from U.S. 747.8 903.35 20.8 
U.S. Share 3736 33.9 
Other Main Suppliers: 
West Germany 183.2 224.3 22.4 
Japan 152.9 CSeed eee 
United Kingdom 68.9 84.4 2262 
Italy 87.6 Tene 17.6 149.6 
Spain aIa2 Tek 54.9 259.0 
Venezuela 68.4 199.2 291.2 164.1 
France 71.6 166.7 S2.9 30.7 


Main Imports from U.S. in 1977: Cereal US$142.4; Mineral fuels US$225.4 


Iron & Steel US$132.5; Vehicles US$282.7; 
Organic chemicals USS$164.4 


E = Estimate P = Preliminary * Adjusted figures R = Revised 


Electrical machinery US$162.2; 





SUMMARY 


Economic recovery was slow and hesitant throughout 
1976 and 1977 but some progress was made in the battle 
against inflation. Restrictive monetary, fiscal and 
exchange rate policies have reduced inflation from its 
mid-1977 high but at the cost of less vigorous growth and 
some distortions that will be costly to remove. Nevertheless, 
reduced inflationary pressure and a mild balance of payments 
deficit will help set the stage for increased economic growth 
in 1978 and again in 1979. 


Output and Growth 


Revised national income accounts for 1975 and 1976 show 
the recession in 1975 deeper and the subsequent recovery 
weaker than previous estimates. Agricultural output barely 
increased in 1976, and construction declined by nine percent. 
While there are no national income accounts for 1977, the 
few indicators available show a mixed recovery. Agricultural 
output was affected by a drought, and probably grew by no 
more than two or three vercent in 1977. The industrial 
production index, which is comvosed of the larger and more 
modern industries, increased by only 20 percent in current 
prices from October 1976 to October 1977. Capital goods 
imports however, increased by 16 percent, and real con- 
struction activity by 18.2 percent, so that real GNP 
probably exceeded 1976 levels, but did not reach the pre- 
1974 trend of seven percent. Employment, on the other 
Nand, grew by seven percent in the four principal cities 
in 1977, and unemployment declined from 9.2 to eight per- 
cent. The strong employment growth reflects the recovery 
of the construction industry, the growth of small and 
cottage industry and a decline in real wages. The outlook 
for 1978 is for further increases in the real growth rate, 
bringing Colombia's economic expansion closer to previous 
levels, and, if inflation continues to drop, the new 
government which takes office in August should be able 
to achieve rates of growth above seven percent in sub- 
sequent years. 


inflation and Stabilization 

Since 1975, inflation in Colombia has resulted primarily 
from monetary expansion originating in the balance of pay- 
ments. A drought in late 1976 and early 1977 also 
contributed inflationary pressure, particularly in the 
items that form the market basket of Colombia's poor. The 
sharp price increases of basic staples made inflation in 
1977 even more volitically sensitive, causing the govern- 
ment to redouble its anti-inflationary efforts. Bank 
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legal reserve requirements were raised to 46.5 percent, 

a 100 percent marginal reserve requirement was imposed 

in early 1977, and government investment was curtailed. 
External credit for working capital was shut off, a dual 
exchange rate was adopted, peso devaluation was slowed, 
and imports were significantly liberalized. In spite of 
these efforts, and the resulting sacrifice of economic 
growth, prices stubbornly moved upward until mid-1977, 
ending the year having increased by almost 30 percent. 
Since mid-1977, inflation has declined and in the first 
quarter of 1978, prices increased at a seasonally adjusted 
annual rate of only 14 percent, although consumer prices 
in March increased at a seasonally adjusted annual rate 

of 22 percent. The money supply through mid-March 
decreased by .8 percent which seasonally adjusts to a 15 
percent annual rate of expansion. If the fiscal situation 
remains strong, if coffee prices remain below $2.00 a lb., 
and if there is a normal crop year, price increases in 
1978 should be held to around 20 percent. With inflation 
of 20 percent and declining, the new government, which takes 
office in August of 1978, should be able to conduct 
expansionary policies in 1979. 


Domestic Finance 


President Lopez began his administration with a major 
comprehensive tax reform that significantly increased 
government revenues and deflated the economy. However, 
at about the time the administration was turning expansion- 
ary, the coffee prices started their rise, and since then, 
government finances have been managed to avoid adding 
inflationary pressure to the economy. As a result, the 
increased tax revenues were not channeled into significant 
increases in badly needed government investments. They 
were instead used to retire debt and to cover increased 
government operating expenditures. Tax revenues, which 
appeared to be declining in real terms, in 1977 ended the 
year on the upbeat and through February of 1978 were 42 
percent above the same period in 1977. The government's 
fiscal surpluses have been used largely to retire domestic 
debt although some funds have been channeled toward the 
foreign debt. This choice has made government fiscal 
policy less deflationary than it would have been were the 
surpluses used largely to retire foreign debt. 


The high legal reserve requirements on commercial bank 
deposits dried up private credit, and the restrictions on 
foreign borrowing further shut off the private sector's 
access to working capital. Consequently, commercial banks 
have been illiquid. The Central Bank channeled a large 
portion of the reserves back into the economy through special 
lines of credit. This combination of policies has made 
monetary policy only moderately contractionary and has led 





Page 5 


to less free financial markets, and less efficient allocation 
of financial resources. This has impacted negatively on 
growth, perhaps also on income distribution, and has added 
responsibilities to presently overburdened government 
institutions. 


The External Sector 


Because of the monetary expansion caused by a balance 
of payments surplus, the Colombian external sector has 
dominated the economy and economic policy throughout most 
of Lopez's term. World coffee prices increased from $1.00 
a lb., in January 1976, to $3.32 in April 1977, and have 
been fluctuating around $2.00 since mid-1977. The result 
was a 44.6 percent increase in coffee earnings in 1976 and 
another 36 percent increase in 1977, leading to a growth 
of international reserves since the begining of 1976 of 
$1.3 billion. Not all of this growth has been from coffee, 
however, as service earnings grew by an incredible 88 percent 
in 1976, and reached $842 million in 1977. Most of the 
growth of services represent earnings from contraband 
exports and short-term capital inflows. The growth of 
this account represents a large surplus of dollars on the 
black market. 


The strong external sector has presented the government 
with its most difficult economic policy problem - what to 
do about the price of the peso. The problem is serious, 
and the government has found no easy or cost free way to 
manage the exchange rate. [In April of 1977 the government 
adopted a dual exchange rate causing about a six percent 
nominal revaluation of the peso relative to dollars earned 
from coffee or services. The real price of the peso has 
also been allowed to revalue by slowing the rate of devalu- 
ation to about five percent for 1977. The result has been 
a loss of competitiveness of Colombia's non-coffee exports, 
leading the government to reverse its policy of reducing 
export subsidies. While increased coffee export volumes 
will help compensate in 1978 for further modest coffee price 
declines, strong import performance, weak minor export 
growth, and a modest decline in service earnings, will all 
contribute to a current account deficit in 1978. If coffee 
prices fall significantly, and as progress is made against 
inflation, the rate of peso devaluation will probably be 
increased from its present annual rate of five percent. 
With over $1.9 billion of reserves and relatively low 
levels of external debt, Colombia does not face a 
Structural balance of payments problem, and is ina 
strong position to expand economic activity without facing 
foreign exchange constraint. 





Unclassified 


Coffee 


The high world coffee prices have returned coffee 
to its pre-eminent role in the Colombian economy. Coffee 
exports, which had been only 44.5 percent of Colombia's 
total exports in 1974, rose to 62 percent last year in 
spite of reduced export volume (from eight million bags in 
1975 to 5.3 million in 1977), Coffee contraband and stock 
buildup were responsible for the reduced volume of legal 
coffee exports. The coffee crop in 1978 is expected to 
be bumper, reaching 10 million bags, and if prices further 
decline, contraband exports will switch back to the legal 
market leading to exports in 1978 of between seven and 
eight million bags. Stocks at the end of the coffee 
marketing year 77-78 are estimated to be at over five million 
bags. However,a weak market may lead to even further 
stock buildup. 


The pricing policy for the new and incremental crude 
adopted in May 1976 has stimulated interest in exploration 
in Colombia. Exploration wells will increase from 25 in 
1977 to 50 in 1978, of which 33 will be petroleum and 17 
gas. Development wells will increase from 55 drilled 
last year to 102 this year, of which 95 will be petroleum 
and seven gas. Six additional rigs will be brought into 
the country this year to handle the increase in activity. 
Based on past discovery rates this level of drilling should 
result in producible finds. So far, the only significant 
discovery since the new pricing policy was Texaco's off- 
shore gas discovery near Cartagena, which tests at 40 
million cfd. Occidental Petroleum signed an association 
contract with Ecopetrol in early 1977 and both Gulf and 
Mobil are considering renewal of exploration programs 
in Colombia. 


IMPLICATIONS FOR THE UNITED STATES 


Economic relations between the United States and 
Colombia are close, cordial and relatively free of 
significant issues. The Colombians are concerned about 
U.S. protection of industries such as textiles, and the 
U.S. is concerned by the large amounts of contraband 
narcotics that flow through Colombia. 


Investment 


While Colombia does not actively seek foreign invest- 
ment in most sectors of its economy, potential investors 
will find a hospitable investment climate, especially 
in export industries that can be established outside of 
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of major cities. New foreign investment declined in 
1977, but there are a number of major foreign investments 
that will be made over the next several years that could 
lead to the doubling of existing foreign investment. The 
Guajira minerals developments, Exxon in coal, Texaco in 
gas and still to be determined foreign investors in LNG 
and ammonia, could, by themselves, lead to close to $2 
billion of investment, of which more than half will be 
foreign, mostly American. The Hannah Mining Cerro Matoso 
$300 million nickel project may also finally get off the 
ground this year. 


Trade 


Total export registrations in 1977 increased in value 
by 31.6 percent but minor exports expanded by only three 
percent, and in volume declined by 12.4 percent. This 
poor performance was caused by the drought, erratic 
credit and pricing policies and because of the real 
revaluation of the peso in 1976 and 1977. Non-coffee 
exports will expand modestly in 1978 as a result of an 
increase in the export subsidy, but because of the over- 
valued peso the performance will be well below Colombia's 
export potential. Total import registrations on the other 
hand, grew by 34 percent in 1977, also because of the 
drought and the real revaluation of the peso and because 
of imvort liberalization. U.S. exports to Colombia in- 
creased by 21 percent although its market share fell from 
37.6 percent to 33.9 percent, largely because of the 
rapid growth of petroleum imports. The reduced market 
share does not reflect a loss of competitiveness on the part 
of U.S. goods. On the contrary, the outlook for strong 
growth of U.S. exports to Colombia is quite good, and 
interest in the U.S. pavilion at the Bogota International 
Fair to be held in July 1978 has been extraordinary. 
Recent import liberalizations have largely been in products 
in which the U.S. is a strong competitor. With major 
investments being made in hydroelectricity, petrochemicals, 
mining and petroleum exploration, and with continued 
strong import growth (import registrations through 
February had grown by 40 percent), U.S. sales to Colombia 
should enjoy above average expansion in 1978 and beyond. 
Other markets of interest to American exporters include, 
agricultural and textile machinery, equipment for the 
telecomnaunications, health care and printing and graphic 
arts industries, and systems and equipment for airport and 
port development, and general business modernization. 


The Colombian Government requires that foreign companies 
be represented by a local agent in order to bid on public 
projects. As bids normally must be presented within 30 
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to 60 days from the opening of the tender, or even shorter 
periods for agricultural commodity tenders, appointment of 
an agent during the preliminary phases of the project is 
essential. The U.S. Embassy and U.S. Consulates in Cali, 
Medellin and Barranquilla have an active program in support 
of U.S. companies desiring to export to Colombia. 
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